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THE DIRECTOR’S LETTER 


Dear Member: 

A number of years ago there was a cock- 
roach named Archie whose views on this and 
that appeared from time to time in the 
daily press. 

One day, as Archie was scampering 
through the holes of a piece of Swiss 
cheese it occurred to him to wonder what 
a Swiss cheese would think of, if a Swiss 
cheese could think. 

He turned this matter over in his mind 
for some time and finally came up with his 
answer: 


What a Swiss Cheese Thinks About 


“A Swiss cheese, if it could think, 
would think about itself.” said Archie, 
‘“‘because that is what all the rest of us 
think abovt.” 

Applying this bit of cockroachean wisdom 
to the present situation I suppose it means 
that you are wondering about the future of 
the stock market and of general business, 
and of your own affairs, and that J am won- 
dering how best to foster the new science 
of cycles. 


Non-Cyclic Factors 


In regard to the stock market, general 
business, and your own affairs, a knowledge 
of evcles-is of help, but it is not the 
whole answer. There are non-cyclic factors 
too. There is the growth factor. There 1s 
inflation. There are random, non-cvclic 
elements; all these have to be deduced 
through intelligence or apprehended by 


intuition. Moreover, as yet, our knowledge 
of cvcles is only partial. However, every 
little bit helps. 


Growth 


Let me take a moment to speak of the 
growth factor present in many series of 
ficures. 

For its entire history stock prices have 
had an vpward growth of about 3% a year. 
This means that, on the average, the down 
side of stock market cycles are never as 
bad as the up sides are good. 

Tre same thing is more or less true of 
industrial production, except that, with 
industrial production, the rate of growth 
is not constant. The rate of growth—the 
percentage increase from year to year—is 
getting less everv year. This is true for 
manufacturing production, mineral pro- 
duction, and construction. 

Let me speak of manufacturing pro- 
production. At the present time, in 
absolute terms, manufacturing production 1s 
growing faster than it has ever grown 
before in the entire history of the 
country. The present great growth of our 
economy should be a satisfaction and a 
reassurance to all of us. On the other 
hand, as I said above, the rate of growth 
1s constantly getting less. In manu- 
facturing production it is less than half 
of what it was forty years ago. At the 
present time it 1s about 2% a year, as 
nearly as I have been able to measure it. 
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Ten years from now it can reasonably be 
expected to be about 14% a year. This is 
still very strong. As with stock prices, 1t 
means that, on the average, the ups of the 
cycles are better than the downs of the 
cycles are bad. 

This growth factor carries us ever high- 
er from peak to peak. For example, cycle 
wise the peak in manufacturing production 
we enjoved year-end 1955 was no higher than 
the peak of mid 1953. But, because of the 
underlying growth factor that occurred in 
the 24 years between peaks, the actual 
levels were 5% higher. Growth, though less 
percentagewise than it used to be, and 
getting less, percentagewise, all the time, 
is always there to help out. 


Inflation 


Inflation is the false increase in 
prices that results when our government 
waters our currency. It has of course no 
direct effect on physical production. How- 
ever it is an important non-cyclic element 
that needs to be taken into account in the 
study of growth trend, in the study of 
cycles, and in forecasting stock and 
commodity prices. 

Inflation has been temporarily checked. 
However it has not been permanently re- 
nounced. I see no evidence that it will be. 
It 1s such an easy way for the government 
to mulct the public that you should not 
ignore the possibility that, when con- 
venient, it will again be resorted to. 

Recent study of stock market figures 
convinces me that inflation is the chief 
reason that actual stock prices, 1943 to 
1954, rose so much more than was called for 
by my stock market cycle projection of 
1944. 

No one can tell for certain the effect 
of inflation upon stock market prices, but 
a fellow can make a stab at it. I plan to 
do so in the near future. It will help 
the cycle study considerably. 


Cycles 


The one thing that I can’t seem to get 
into the noggins of some of our members is 
the fact that cycles in economic affairs 
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seem to be, at least in part, the result of 
natural environmental forces which affect 
human beings and thus the economy. As yet 
no one knows what these forces are, but 
evidence that they exist 1s very strong. 

People say, ‘““You can’t have cycles of 
the same wave length present over long 
periods of time because business conditions 
are different now than they used to be.” 
Of course business conditions are differ- 
ent! And if it were business that made the 
cycles, the cycles would be different too. 
Put the cycles are the same! (We’ve traced 
one economic cycle back to A.D. 1277. Its 
length in the 13th, 14th, 15th, and 16th 
centuries was the same as in the 17th, 
18th, 19th, and 20th centuries, as nearly 
as we have been able to measure it.) This 
is proof that the cycle is not the result 
of varying economic conditions; it is the 
result of something basic, something 
environmental, something natural. 

Cycles which continue over six hundred 
years, cvcles which repeat dozens of times, 
cycles which keep on coming true after dis- 
covery, cannot reasonably be the result of 
chance. 

LHOCGy ICE} E le 

This issue deals largely with the 8'- 
year cycle and other cycles in the 8- to 
9-year range. 

The next 1ssue will deal largely with 
the 8-year cycle, important in many aspects 
of natural and social science. As you may 
remember, 1t 1s of particular importance in 
the stock market as a whole, and in the 
prices of many individual stocks. It is one 
of the cycles used in my stock market fore- 
cast of 1944. 

Cordially yours, 


Py So 1 got.so busye talking abentathe 
things that interest vou that I forgot to 
talk about the things that interest me! 
I’ 1] do that another time. ef 


THE 9.3- 


IN 


AND 8.6-YEAR CYCLES 


COPPER PRICES 


Summary 


Copper prices act as if they were in- 
fluenced by a number of cyclic forces. 
Two of the most important forces produce 
cycles 9.3 years long and 8.6 years long 
respectively. These two cycles are present 
concurrently in the figures i784 to date. 

This report deals with these two cycles. 
The 9.3-year cycle is stronger than the 
8.G-year cycle and therefore dominates. 

Both the 9.3 and the 8.6-year cycles 
in copper prices have repeated 18 times 
and have kept on coming true since dis- 
covery. They cannot reasonably be the re- 
sult of chance. They should be taken into 


account in attempting to evaluate the 
probabilities of the future. 
The combination of these cycles is 


downward at the present time. Therefore, as 
far as the 9.3 and 8.6-year cycles are 
concerned, no further increase in the price 
of copper is to be expected. 
T copper prices, but so far you know 
about only two of them--the one that 
is 9.3 years long and the one that is 8.6 
years long. 

You know that these two cycles are pre- 
sent in these figures because I told you so 
in Cycles for December 1954. (Also, in 
Cycles for March of 1956 I went so far as 
to show you a chart of the 9,3-year cycle 
in copper prices all by itself.) 

The time has now come to make you a full 


report of these two cycles. Such a report 
will show you a chart ot the actual copper 


HERE are many cycles present in 
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prices themselves; it will show you the 
9.3-year cycle by itself; it will show you 
the 8.6-year cycle by itself; it will show 
you these two cycles in combination. It 
will also show you how these two cycles 
have unfolded since discovery and what 
light the existence of these two cycles 
throws upon the future of copper prices. 

For those who want results first off I 
will summarize as follows: 


The 9.3-Year Cycle 


Length, as nearly as I have been able to 
measure it, 1s 9.28 years. This rounds to 
oes 

Strength, on the average, 14.3% above 
trend at ideal time of crest, 12.5% below 
trend at ideal time of trough. This adds 
up to an overall move of 26.8% of trend in 
each half cycle (4.65 years). A move of 
this sort amounts to an average of 5.8% 
of trend per year. 

Timing, of crests comes typically at 
1789.0 and every 9.28 years thereafter. 
This puts the current ideal crest of this 
cycle at 1956.04 (January Ist 1956) and the 
next ideal trough of this cycle at 1960.68 
(August 1960). 

It should be explained that the crest 
and trough of the ideal cycle is not the 
crest and trough of actual prices. As you 
know, the seasonal cycle of temperature 
troughs February 1, but the coldest day of 
any one year may come anywhere from some- 
time in December to sometime in March. 


The 8.6-Year Cycle 


Length, as nearly as I have been able to 
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measure it, 1s 8.60 years. 

Strength, on the average, 11.9% above 
trend at ideal time of crest, 10.7% below 
trend at ideal time of trough. This adds 
up to an overall move of 22.6% of trend in 
each half cycle (4.3 years), or an average 
of 5.2% of trend per year. 

Timing of crests come typically at 
1787.55 and every 8.6 years thereafter. 
This puts the last crest of this cycle at 
1950.95, the last trough of this cycle at 
1955.25 (February 1955) and the next crest 
of this cycle at 1959.55 (July 1959). 


The Two Cycles Combined 


At the present time the 9.3-year cycle 
is on its way down; the 8.6-year cycle 1s 
on its way up. They thus partly neutralize 
each other; but, as the 9,.3-year cycle is 
the stronger, it will prevail unless other 
cycles or randoms enter the picture to the 
contrary. 

A chart which is printed in the 1956 
Postscript to Cycles--The Science of Pre- 
diction on page 254 of this issue shows 
the actual quarterly average prices of 
copper, first quarter 1950 through first 
guarter 1956. This chart also shows a dia- 
gram (first quarter 1950 through fourth 
quarter 1961) of the combination of the 
9.3-year cycle, the 8.6-year cycle, and the 
current underlying trend. The projection 
of the trend assumes no further inflation 
(this 1s a risky assumption, politicians 
being what they are! ) 

As you can see, no further increase in 
the price of copper is to be expected as a 
result of the two cycles and the trend in 
combination, but of course this does not 
mean that other cycles and/or random forces 
may not combine to push prices higher 
temporarily. 


Now for the Story 
Curve A in Fig. 1 on pages 244 and 245 


shows copper prices by years from 1784 
through 1955. These are prices in currency. 
No adjustments have been made for abandon- 
ment of the gold standard during the Civil 
War and during recent years. 

The broken line, Curve B, represents a 
13-year moving average trend. Such a trend 
changes direction slowly and gives you a 
better picture of the underlying structure 
of price behavior. 


Underlying Trend Downward 


Except for the rise of the last 20 odd 
years, due in large part to the watering 
of our currency by the powers that were, 
the basic underlying (secular) trend of 
copper prices over the entire period has 
been downward. You can see this fact more 
easily if you place a ruler edgewise upon 
the curve. Better yet, place flat on top 
of the curve one of the transparent rulers 
that you can get at any l10¢ store. 

The basic underlying growth trend of 
copper prices is a subject in itself. It 
will be treated as a separate story in a 
subsequent report. 


Long Cycles in Copper Prices 


The placing of a ruler on this chart 
also emphasizes the fact that copper 
prices, like prices in general, have been 
characterized by major oscillations of some 
50 to 60 years in length. This is true even 
if we disregard the War of 1812 peak in 
1814, the Civil War peak in 1864, and the 
World War peak in 1916-17. This long term 
cycle in copper prices also deserves an 
article of its own. Such an article will 
appear eventually. 


Shorter Cycles 


For our present story however we are 
interested in the short term fluctuations 
only, particularly those about 8 or 9 years 
long. ‘hese can be seen more easily if we 
compute for each year the percentage by 
which the value for that year is above or 
below trend. These computations have been 
made and are plotted as Curve C. 


The 9.3-Year Cycle 


Simple inspection of Curve C shows a 
series of oscillations marching across the 
page at about 9-year intervals. When these 
oscillations are studied carefully it be- 
comes apparent that a perfectly regular 
wave of 9.3 years in length fits the ups 
and downs better than any other perfectly 
regular wave that can be drawn. 

This 9,3-year wave has been diagrammed 
by means of a broken line labeled Curve D. 
Curve D helps you to see how very regular 
the 9.3-year cycle has been. Curve D also 
helps you so see the extent to which the 
9.3-year cycle has been irregular. The 


irregularities are even more important 
than the regularities. 

Curves C and D are substantially the 
same as the curves in the charts I printed 
for you on pages 92, 93, 94, and 95 of 
Cycles for March 1956. The differences 
between the two charts are as follows. 

First, the March chart showed quarterly 
figures whereas Curve C shows annual 
figures. 

Second, the March chart showed percent- 
ages above and below a 10%-year moving 
average trend whereas Curve C shows per- 
centages above or below a 13-year moving 
average trend. 

(The use of a 13-year moving average 
trend for this study has no particular 
significance. Ordinarily we use for trend 
a moving average of the length of the cycle 
being studied, but this procedure is by no 
means necessary. The 13-year moving average 
trend had already been computed for another 
purpose. It was used here because it was 
conveniently at hand. The length of the 
moving average has no effect upon the 
length of the cycle.) 

Third, the March chart showed smoothed 
values, Curve C does not. By avoidance of 
smoothed figures it is possible to bring 
the percentages above and below trend right 
up to date. 


Eighteen Repetitions 


If you will count them, you will note 
that there are eighteen 9.3-year waves. To 
imagine that 18 consecutive repetitions of 
waves as regular as this could occur as a 
result of chance is almost fantastic. This 
is especially true when you realize that 
the 9-year cycle was discovered nearly 100 
years ago (in pig iron prices and in other 
phenomena) and has kept on coming true 
ever since discovery. 


How the 9.3-Year Cycle Came Out 


You will note that Curve C is extra 
heavy from 1947 forward. This convention 
has been adopted to show you how this cycle 
in these figures has unfolded since it was 
first observed. 

You will note that Curve C is represent- 
ed by a broken line from 1949 forward. This 
convention has been adopted to remind you 
that the trend from 1949 forward has of 
necessity been estimated. A 13-year moving 
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average cannot be computed for the 6 years 
at each end of a series of figures. As the 
trend is estimated, the percentages above 
or below trend are of course subject to 
error. The broken line warns you of this 
fact. 


Getting Rid of the 9.3-Year Cycle 


If we now adjust the figures charted in 
Curve C for the effect of a perfectly 
regular 9.3-year cycle with the character- 
istics given above we get the figures 
plotted as Curve E. 

This matter of adjusting a curve for a 
cycle bothers some people. It should not, 
because the process is exactly the same as 
adjusting for seasonal variation. Every 
time you pick up a newspaper or a business 
magazine you see curves of prices or pro- 
ducts ‘“‘adjusted for seasonal variation.” 
As you know, this phrase means that the 
person who prepared the chart has filled 
up the seasonal or ]12-month cycle hollows 
and pulled down the seasonal or 12-month 
cycle peaks to show you what the figures 
would have been if there had been no per- 
fectly regular 12-month seasonal cycle. 

Similarly, in Curve E I have filled up 
the 9,.3-year hollows and pulled down the 
9.3-year peaks present in Curve C to show 
you what the percentages above or below 
trend would have looked like if there had 
been no perfectly regular 9,3-year cycle in 
these figures. 


The 8.6-Year Cycle 


As soon as you look at Curve E you can 
see that At, lvke-CurvecG. ft luctuates 
rhythmically. When you study this rhythm, 
you discover that the perfectly regular 
pattern that most nearly fits all of the 
ups and downs of the curve is 8.6 years 
long. We therefore conclude that, in 
addition to the 9.3-year cycle, an 8.6- 
year cycle is also present. This 8.6-year 
cycle is diagrammed by means of a broken 


line labeled Curve F. 
How the 8.6-Year Cycle Came Out 


The heavy solid line 1947 forward to 
1949 and the heavy broken line from 1949 
forward to 1955 shows how this 8.6-year 
cycle has unfolded since discovery. 
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The Combination of the 9.3- and 8.6-Year 
Cycles 


As there are both 9.3 and 8.6-year 
cycles present in copper prices, it 1s 
obvious that prices, and more particularly 
the percentages above and below trend will 
conform more closely to the combination of 
these two cycles than to either one 
separately. This fact is illustrated in the 
bottom pair of curves in Fig. 1. A broken 
line labeled Curve H represents a synthesis 
or combination of the 9.3 and 8.6-year 
cycles. The solid line labeled Curve G is 
identical to Curve C. It represents the 
percentages above or below trend before any 
adjustments whatsoever. 

It is apparent that Curve H conforms 
more nearly to the oscillations of Curve 
G (i.e. Curve C) than does the perfectly 
regular 9.3-year diagrammed as Curve D. 
Similarly Curve H fits Curve G better than 
Curve F fits Curve E. In other words, by 
taking two cycles into account we get a 
better representation of what has actually 
happened than by taking either cycle 
separately. 


Evaluation 


There 1s no question about the probable 
significance of the 9.3-year cycle in 
copper prices. The odds favor its con- 
tinuation barring complete control of 
copper prices by the government. 

I do not hold that the length is exactly 
9.3-years. Better methods of analysis 
might show it to be very slightly longer 
or very slightly shorter. 

If the true length of the 9.3-year cycle 
is slightly different, the true timing is 
slightly different also. However, as a 
practical matter, any change of timing due 


to any possible revision of length would 
be unimportant. 

As for the 8.6-yeart cycle, I am by no 
means so sure. First of all, it is less 
dominant. Second, it has only recently been 
discovered. Therefore, unlike the 9.3-year 
cycle, it has not had the opportunity to 
keep on coming true for many repetitions. 
Third, it has been observed much less 
generally. 

The possibility must also be kept in 
mind that the ups and downs of copper 
prices are due to or are influenced by 
cyclic forces of variable length and/or 
amplitude. Remember that the cycle analyst 
is merely trying to break the patently 
irregular behavior into a mixture of 
regular and random behavior. Its harder to 
do this if he assumes his regular behavior 
to be perfectly regular. As it’s. harder 
there is less chance of the regularity he 
discovers being accidental. But the true 
facts may be that the cycle itself is 
irregular—for example that the cycle is 
gradually and regularly changing its length 
or its strength or both. As I said above’ 
these possibilities must be considered 
also. 


Buying and Selling on the 9,3- and 8.6-Year 
Cycles 

No one in his right mind would attempt 
to trade copper on either the 9.3-year 
cycle, the 8.6-year cycle, or their com- 
bination. However, some appraisal of the 
importance and the dominance of these two 
cycles can be obtained by calculating the 
profits one would have enjoyed and the 
lossss that one would have suffered by 
trading on this basis. These profits and 
these losses are shown in the buy-sell 
table on the following page. 
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A Buy-Sell Table Based on the Combination 


of the 9.3- and 


Short 
Profit Profit Profit Profit 
or Loss or or Loss or 
Cents Per Loss Price Cents Per Loss 
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(Prices in Cents Per Pound) 


EXPLANATIONS 


8.6-Year Cycles 


Cumu - 
lative 
Profit 


or Loss 


E 


Note: Because the synthesis of the 9.3- and 8.6-year cycles was available on a quar- 
terly basis the quarterly figures were used to time the turning points more precisely 
than would be possible using annual figures. 

In most cases the high or low quarter occurs in the high or low year, but occasion- 
ally the quarterly turning point comes slightly before or after the average yearly high 


or low. 
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Continued 


Column 1. Dates (year and quarter) when the combined influences of the ideal 9.3- 
and 8.6-year cycles in copper prices were (a) at their lowest or (b) at their 


highest. 


Columns 2, 3, 6, and 7. Prices are in cents per pound, determined according to the 
method set forth in the notes to the copper price table which follows. 

Column 2. Buy. The average prices for the years and quarters indicated on the same line 
of Column 1. These are the prices at which you would have bought. 

Column 3. Sell. The average prices for the quarters indicated on the same line of Column 
1. These are the prices at which you would have sold. 

Column 4. Actual Long Profit. The selling prices (Column 3) minus the buying prices (the 
figures on the lines above in Column 2). Losses are shown (-). 

Column 5. Percent Long Profit. The percentages that the long profits (Column 4) are 
above or below the prices at which you would have bought (Column 2). Losses are 


shown (-). 


Column 6. Short. The average prices for the quarters indicated on the same line of 
Column 1. These are the prices at which you would have gone short. They are the 
same as the prices at which you would have sold for the previous transaction 


(Column 3). 


Column 7. Cover. The average prices for the quarter indicated on the same line in 
Column 1. These are the prices at which you would have covered. They are the same 
as the prices at which you would have bought for the next transaction (Column 2). 
Column 8. Actual Short Profit. The covering prices (Column 7) minus the prices at which 
you would have gone short (the figures on the line above in Column 6). Losses 


are shown (-). 


Column 9. Percent Short Profit. The percentages that the short profits (Column 8) are 
of the prices at which you would have gone short (Column 6). Losses are shown (-). 

Column 10. Cumulative Profit. All the long and short profits (or losses) added together, 
one by one, cumulatively. Losses are shown (-). 


Buy-Sell 


As you can see from the Buy-Sell table 
above, trading in copper on the basis of 
the 9.3- and 8.6-year cycles would have re- 
sulted in 37 transactions and an overall] 
profit of 960.15% for the entire period, 
1784-1956. Of the 37 transactions, 19 would 
have been on the long side, 18 on the 
short. 

Of the 19 long transactions, 17 would 
have been profitable, 2 unprofitable. The 
17 profitable long transactions would have 
averaged 40.90% gain each. The 2 unprofit- 
able long transactions would have averaged 
a loss of 12.94% each. 

Of the 18 short transactions, 12 would 
have been profitable, 6 would have been 
unprofitable. The 12 profitable short 
transactions would have averaged 31.66% 
gain each. The 6 unprofitable short trans- 
actions would have averaged a loss of 
14.87% each. 

On the average, all 19 long transactions 
showed a profit of 35.23% per transaction; 
all 18 short transactions showed a profit 
of 16.15% per transaction. 


Summary 


On the average, all 29 profitable 
transactions showed a profit of 37.08% per 
transaction; all 8 unprofitable trans- 
actions showed a loss of 14.39% per trans- 
action. 

The Buy-Sell table is not introduced 
into this story to suggest that you should 
trade copper on the basis of these two 
cycles alone. Quite the contrary. I have 
already said that no prudent man would do 
so. The Buy-Sell table is merely introduced 
(1) to show you that the 9.3- and 8.6-year 
cycles do not depend upon any manipulation 
of the figures; (2) to show you that, in 
that actual figures, they are consistently 
present; and (3) to show you that, in the 
actual figures, these cycles prevail over 
all other cycles and randoms in com- 
bination, 29 times out of 37—about 4 times 
out of 5. They need to be taken into 
account as background information and 
modified by such other information in 
regard to the probable future course of 
copper prices as you may be fortunate 
enough to possess. ERD: 
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COPPER PRICES, 1784—1955 —AN INDEX 


All prices in cents per pound. 
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Notes and Sources: 


Annual figures are the averages of 12 months, except 1914 which 1s the average of 10 


months, and 1918 and 1919 which are averages of 11] months. 


Figures beginning in 1900 and to date are the price of electrolytic copper at New 


York and can be obtained from the following publications. 
The Mineral Industry (various issues) 1900-1916 
Metal Statistics Yearbook (1926 volume) 1917—1924 
Survey of Current Business & Supplements 1925 to date 


Prior to 1900 sources, descriptions, and adjustments are as follows: 


1860—1899 The Mineral Industry (various volumes). Quotations are for New York Lake 


Copper. From 1899--1910 New York Lake averaged 1.02 times the price of electro- 
lytic. Thus, Lake prices were divided by 1.02 to reduce to an estimated electro- 


lytic price. 


1784-1859 A. H. Cole. Wholesale Prices in the United States 1700-1861 (Statistical 


Supplement), Harvard University Press, 1938. Quotations are for sheets at Phil- 
adelphia. Figures for the entire period are reduced to level of New York Lake on 
an electrolytic basis by use of the factor 0.7874, which was 1860-61 relation- 
ship between Philadelphia sheeting price and New York Lake price on electrolytic 
basis. 1784-1791 prices in shillings converted to cents on basis of 7.5 shill- 
ings equals 1 silver dollar. No quotations 1792—1795. A straight line was drawn 
across the gap. 
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THE 84-YEAR CYCLE 


IN 


COMMON STOCK PRICES 


ECAUSE the 8%-year cycle is so 
B strong and clear in copper prices 

and in pig iron prices from 1784 
to date (172 years), it would be reasonable 
to expect to find it in common stock prices 
too. For this reason, and because Vedder 
Hughey found a cycle of this length in 
these figures as I told you in our report 
for March 1953, I decided to see what I 
could find of this general order of mag- 
nitude. 

I regret to tell you that although there 
is a weak cycle of this length present on 
the average in stock prices, the evidence 
assembled to date does not convince me that 
there is a repetitive cycle of this length 
that-can be counted on to continue. I 
wouldn’t be so rash as to say that such a 
cycle isn’t there; I merely say I haven’t 
yet been convinced that it ts there. Until 
I am convinced I shall not include it in 
the revised synthesis I am preparing for 
you. 

In a way, all the money we have spent 
investigating the 8-year cycle in stock 
prices seems futile--a wild goose chase— 
bots this as not reallyeso, Ut: srymst tas 
important to know the cycles that are not 
present as to know the ones that are. When 
a chemist analyzes a sample of metal he 
will test for one element after another. 
Iron? No. Zinc? Yes. Tin? Yes. Lead? No, 
and so on. It’s just as important to know 
that lead and iron are absent as to know 
that zinc and tin are present. 

It may be worth while to take a minute 
to explain the difference between cycles 
present ‘‘on the average” and cycles actual - 
ly present “repetitively.” 

Suppose a plumber has ten joints of \% 
inch pipe and ten joints of 1% inch pipe. 


The average size of his pipe is 1 inch 
(% + 1%). Suppose you were to call up and 


say, ‘‘What size pipe do you have?” 

“On the average,” he answers, ‘‘my pipe 
1Siloanchiay 

“Fine,” you say, ‘‘just what I want. Send 
over a joint of 1 inch.” 

“Oh,” hetsays;;‘ IT haven’t any eectualel 
inch pipe--that’s just the average size of 
my pipe.” 

Another plumber might have ten joints of 
% inch pipe, ten joints of |] inch pipe, and 
ten joints of 1% inch pipe. His average 
would be 1 inch too, but unlike the first 
plumber he would have actual 1 inch pipe 
instead of a meaningless arithmetic figure. 

In other words, sometimes the average 
means something, sometimes it doesn’t. 

This illustrates in a crude sort of way 
why, in cycle study, you always need to 
know,—tTil you can, in addition tontune 
average characteristics, whether or not a 
cycle repeats time after time repetitively. 
The 8%-year cycle in combined common stock 
prices does not do this visibly in the fig- 
ures I have so far studied. 

This fact, coupled with the fact that, 
on the average, the 8%-year cycle is very 
weak, and the fact that the tops of the 
average 8-year cycle in stock prices come 
at a different time from the tops of the 
84-year cycle in pig iron and copper 
prices, are the factors which cause me to 
reject the 84-year cycle in stock prices at 
the present time. 

This does not mean that there is not an 
84-year cycle in the prices of individual 
stocks or even in the prices of groups of 
stocks. This is a subject for separate 
future study. ERD. 
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THE 1956 POSTSCRIPT 


TO 


CYCLES==THE SCIENCE OF PREDICTION 


PAR Toe Veltl ee 


FLL,” said Robert as we resumed our 

INN) isriecson of cycles, “‘I am clad we 

are through with the 9-year cycle. It 

took us a long time to finish that one up.” 

“‘It would have taken more,” I said, “if 

Y had gone to the files and showed you 

all the unpublished material I have regard- 

ing it. However, I think you’ve quite 
enough of that one cycle for now.” 

“What’s the next thing on the docket?” 

said Robert. 


Cycles 8 to 9 Years Long 


“Well the most logical thing would be 
to review the cycles from 8 to 9 vears in 
length. Then next week, we could get into 
a discussion of the so-called 8-year cycles 
which are almost as numerous and as 1m- 
portant as the 9-year cycle.” 

““Are there many cycles between 8 years 
and 9 years long?” asked Robert. 

‘‘Several.” I said.“‘There is a great deal 
of evidence of one or more sunspot cycle 
of this general order of magnitude. Seven 
different cycles from 8.359 to 8.94 years 
long have been alleged by one or another of 
various investigators. The other lengths 
areroes, “ro. Gale oO. 16, and 8:8: Avcycle 
8.85 years has been found in the thickness 
and thinness of the rings of a pre-¢lacial 
tree. A cycle 8.67 years long has been 
found in Furopean weather. However, the 
cycle we know most about seems to be about 
8% years long. It has been found in copper 
prices; an pig 2ron prices; ian cotton 
prices, in barometric pressure and air 
temperature at Batavia, and in sunspots as 
mentioned above.” 


THE. 6 = 


TG eStcsY-E AR. CYC LES 


The 0%-Year Cycle Worth Investigating 


“Would you call the 8%-year cycle thor- 
ouchly substantiated?” asked Robert. 

“No.” IT said. ‘‘It is nowhere nearly as 
well substantiated as either the 8-year 
cycles or the 9-year cycles, but it has 
been present over a long enough period of 
time and in enough different things to 
suggest that it should be investigated 
thoroughly.” 


In Pig Iron Prices 


“You speak of this cycle as being pre- 
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Ist Quarter 1950—4th Quarter 1961 


Solid Line: Pig iron prices, by quarters, lst guarter 
1950—2nd quarter 1956. 

Broken line: Synthesis of ideal 17 3/4-year, 9.2-year, 
and 8.5-year cycles, as found in pig iron prices 
1784-1955, a preliminary estimate of trend, and the 
inflation factor. The inflation factor has been pro- 
jected at its 1953 level. 
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THE 8.5-CYCLE IN PIG IRON PRICES, 1784--1955 


Solid line: Percentages of trend, smoothed, adjusted for the 9.2-year cycle. (The 
trend was a 104-year moving average. The smoothing was accomplished by 
a 44-year moving average. ) 
The heavy black portion at the end shows how this cycle has unfolded 
Since discovery. The heavy dashed portion represents percentages from 
an estimated trend. 
Dashed line: Diagram of a perfectly regular 8.5-year cycle. (Ratio Scale. ) “ 


ASS) 


CYCLES — Report for September 1956 


= 


eee 


Seat 


=H 


re 


/F 


/¥60 


1955 


/850 


1345 


"fO 


1965 


1960 


GSS 


1950 


IGIS 


1940 


193 


1930 


IG Z5 


254 CYCLES — Report 


sent in pig iron prices.”said Robert. 
“Yes,” I said, ‘‘it has been present con- 
tinuously as a rhythm in these prices from 
lied tondate.. Herenissa.chartcoteathn 
[See Fig. 1 on pages 252 and 253 next 
following J 
“Tt certainly is regular.” said Robert. 
“Ves,” Jesaid. Ihe crest due in 1788 
was missing but from then on the regularity 
has been noteworthy. As you look at the 
chart, you see (starting in 1785) and 
counting low to low, wave, wave, wave, 
wave, wave, wave, wave, wave, wave, wave, 
wave, double bottom, wave, wave, wave, 
wave, wave, wave, wave, right up to date. 
‘Just what is this chart?” asked Robert. 


Chart of Percentages Above and Below Trend 


“It is a chart of the percentages by 
which pig iron prices are above or below 
trend after the 9.2-year cycle has been 
removed. The 9.2-year cycle is stronger 
than the 8.5-year cycle and unless we 
remove the 9.2-year cycle, the 9.2 would 
obscure the 8.5. The broken line diagrams 
the perfectly regular 8.5-year cycle; the 
heavy line shows how it has come out since 
discovery.” 

‘“‘How strong 1s the 84-year cycle in pig 
iron prices?” said Robert. 


Strength 


“Tt is typically 6.4% above trend at 
time of crest, 6% below trend at time of 
trough. Its shape, like that of the 9.2- 
year cycle, 1s symmetrical and seems to be 
zigzag when the average wave is plotted on 
ratio scale.” 

“When is this cycle due for its next 
crest?” 


Timing 


““As nearly as I have been able to 
measure it, the next crest of this 84-year 
cycle is due ideally between August and 
September 1958. It is, therefore, going up 
at the present time. The crest of the 8.5- 
year cycle in pig iron prices comes some- 
thing after the crest of the 9.2-year 
cycle. The 9.2-year cycle is stronger and 
is going down at the present time. It will 
of course prevail. The combined effect of 
the two cycles suggests that pig iron 
prices will not go down as rapidly as they 
would if we had to deal with the 9.2-year 
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cycle alone.’ 

‘Do you have a chart of these two cycles 
in combination? I’d like to get a bit of a 
preview of what’s ahead.” 


Three Pig Iron Cycles and Trend 


“Yes, I do have one, but I’m not going 
to show it to you because, for your pur- 
I have a better one. Here 1s a 


poses, 
chart which shows not only two cycles but 
a third cycle and trend as well.’ .See 
page 251] 


‘What is the third cycle?” 

“Tt as! one 17 374 years long that res 
ported upon in the Spring 1952 Journal of 
Cycle Research. It is quite strong. It has 
a typical overall move of 37.1% of trend 
from crest to trough or vice versa. The 
next crest of the 17 3/4-year cycle in 
pig iron prices is due ideally at the end 
of 1956. It’s still going up but not for 
much longer.” 

“You spoke of trend.” 


Trend and Inflation 


“fYes, the dotted line in the chart in- 
cludes trend as well as the 9.2- and 8.5- 
year cycles. Trend on its part includes in- 
flation from 1950 up to date, but assumes 
no further inflation for the projection 
into the future.” 

“Was that funny bump in 1951 due to the 
inflation factor?” 

ess. 

“Are there any more cycles in pig iron 
prices?” 

“Yes, many. Several more of them have 
been isolated, too, but I’ve not had time 
to report upon them in print so I did not 
include them in the synthesis.” 

‘Where else do you find the 8 1/2-year 
cycle?” asked Robert. 

“Copper prices, cotton prices, baro- 


metric pressure and temperature at Batavia, 
and in sunspots.” 


In Cotton Prices 


“When is the crest due in cotton 
prices?” 

“T cannot tell you. Cotton prices have 
not yet been studied enough to find out. 
When we analyze cotton prices for cycles 
of all possible lengths we find definite 
evidence of strength, on the average, at 
8 1/2-year intervals, but that is as far 
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as the work has gone to date. Give me a 
little time!” 
“All right. Copper then.” 


In Copper Prices 


“Copper is funny. The length in copper 
is 8.6 instead of 8.5 as in pig iron 
prices.” 

Malhateas5 peculiar’. said-Rober tulalf 
they get out of step with each other 1/10 
of a year a cycle, in ten cycles they would 
be out of step a year and in 43 cycles 
they’d be completely upside down in re- 
lation to each other. That hardly ‘seems 
reasonable, does it? Could you have made 
an error?” 

“Every man is entitled to make one mis- 
take in life, and this may be mine, but I 
don’t think so. An 8.6-year pattern uoes 
fit all the points on the copper curve 
better than an 8.5. An 8.5-year pattern 
does fit all the points on the pig iron 
curve better than 8.6.” 

“‘Then why the discrepancy?” 

“Two possible reasons: Perhaps one curve 
or the other had an undue proportion of 
randoms that made the ideal cycle look a 
little longer or a little shorter than it 
actually is. Perhaps the 8.5--8.6-year 
cycle is a compound cycle created in one 
instance (or both) of two closely related 
cyclic forces, one of which is stronger in 
one series of figures than in the other. 
However, we have to take facts as we find 
them. ” 

ess - 


The Chart 


‘But to get on with copper. Here is a 
chart [See chart on pages 244 and 245.] 
which shows you the whole copper story. 
Curve A shows you actual copper prices. 
Curve B shows a 13-year moving average 
trend. Curve C shows this trend as a 
straight 100% line and shows copper prices 
expressed as percentages above and below 
this trend. Curve C shows a 9.3-year cycle 
It is diagrammed by the broken zigzag 
line D. Curve E shows the values in Curve 
C adjusted for the average 9.3-year cycle. 
Curve E shows the 8.6-year cycle. Curve 
F diagrams it. Curve G is the same as 
Curve C--that is, it shows percentages 
above and below trend. Curve H shows the 
9.3 and 8.6-year cycles in combination.” 


“Curves C and D are the same as you 
showed me before, aren’t they, in connec- 
tion with the 9.3-year cycle?” 

“Yes, except the earlier chart [Cycles 
for March 1956, pages 70-73.] used quarter - 
ly average figures. This chart uses annual 
average figures. I think this is a little 
clearer. At all events, it is a bit more 
condensed.” 


How It Came Out 


“Tt’s remarkable how the darned thing 
has worked out since discovery.” said 
Robert. ‘‘That’s quite an idea of yours to 
show how it came out by means of a bold 
line.” 

‘‘Pure genius!” J said. 

“The 8.6-year cycle in copper looks more 
regular than the 8.5-year cycle in pig iron 
prices.” said Robert. 

“Lt should:.\ 1 ‘said.] lt) svstronger. 0b 
has an overall move from high to low or 
vice versa of 22.6% of trend as against 
12.4% of trend for pig iron.” 

“Does it have the same timing?” 

“Not quite.” J said. “In copper the next 
crest comes ideally July 1959 whereas in 
pig iron it comes ideally between August 
and September, 1958. The difference is due 
to the fact that the length assigned to 
copper is 1/10 of a year longer than the 
length assigned to pig iron.” 
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1950 195! 1952 1953 1954 1955 1956 1957 1958 1959 !960 1961 
COPPER PRICES--TWO CYCLES AND TREND, 


lst Quarter 1950--4th Quarter 1961 


Solid line: Copper prices, by quarters, lst quarter 
1950—2nd quarter 1956. 

Broken line: Synthesis of ideal 9.3 and 8.6-year cycles, 
as found in copper prices, 1784--1955, and a pre- 
liminary estimate of trend. (Ratio Scale. ) 
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“What are copper prices going to do?” 


asked Robert. 
The Copper Synthesis 


“Well, as far as these two cycles and 
trend are concerned, assuming no further 
inflation, my best guess is we are not 
likely to see further increase in the 

= ” 
price of copper. [See chart on page 255.] 


The Inflation Factor 


“T notice you assume no further in- 
flation. Do you think inflation is over?” 

“Definitely not! I see no evidence of 
enough wisdom on the part of the electorate 
or enough courage on the part of the 
government to turn back the tide, or even 
to hold it at present’ levelis:) I’m ‘sure 
we’1l have more inflation, but I have no 
special skill to judge just when or how 
much. T erefore, in projections, I assume 
a continuation of present inflation levels, 
leaving it to the reader to modify the pro- 
jection by his own ideas of what the future 
course of inflation will be. If we keep on 
the way we’ve been going I see no alterna- 
tive to eventual complete financial 
collapse of the sort that overtook France 
and Germany after World War I. However I 
think the end of the road is still quite a 
distance away. Perhaps we will not see it 
until after the next major war.” 


Other Copper Cycles 


‘Have you worked out any other cycles 
for the price of copper?” asked Robert. 

“Yes indeed.” I answered. “However | 
have not had time to report on them. 
Writing these darn reports takes more time 
than doing the research! Just as soon as [| 
can [’1l write up the other cycles and 
include them in the synthesis too. ” 

lhat-wrll be vood.; sand Robert. 
“‘Then we’ 11 have something like your stock 
market forecast that we can watch from 
year to year, won’t we?” 

mies. -lrsaid: 


Natural Science Cycles Same Length 


“Tt’s interesting that you have natural 
science cycles of this same length. For me 
that adds greatly to its significance. Tell 
me more.” 

“T agree with you that natural science 
examples are very important confirmation. 


for September 1956 —————————_ 


Unfortunately, I can’t tell you too much 
about them. The only information I have on 
Batavia is a paper bysDr. H.-J) de*Boer 
which was written about 1941. In this 
paper he fails to give the length of the 
series being studied, but I judge the 
figures go back to 1866. He does not give 
the data. I suppose these are published 
elsewhere. He does however give the length 
ofi the’ cycleras’ 8k 47 years. “leesecme vo 
feel that it is an ‘unreal’ cycle created 
by the anteraction of ‘real’ 3-,7-, 11-, 
and 36-year cycles.” 

“Even it 1¢ss-“tnreal rt. woulLd@pe 
‘real’ while it lasted, wouldn’t it?” asked 
Robert. 

Yes. i sard: 


The 8.5-Year Sunspot Cycle 


“How about the 8.5-year sunspot cycle?” 

““All I can tell you is that it was dis- 
covered by A. E. Douglass, an astronomer 
of Tuscon, Arizona. I don’t know the 
timing, the strength, or the methods used 
to measure it. A. Shuster discovered a 
cyele he called 8.4 years long. It is 
doubtless the same as the one G. T. Lane 
called 8.359. Dinsmore Alter got one 8.7, 
G. T. Lane got one 8.76; K. Stumpff made 
it 8.8 and H. H. Clayton computed 8.94, 
which is perhaps the one I have called 9.0. 
Except for Lane’s work, which I told you 
about in the Winter 1954 Journal of Cycle 
Research, I do not know any details of 
methodology, timing or amplitude.” 

“Why not.” 

““Same old answer. Not enough money to 
hire the help to find out.” 


Other Cycles 


“What else have you?” 

“Only those two other cycles I mention- 
ed. The 8.85-year cycle found in the thick- 
ness and thinness of a preglacial tree, 
and the 8.65-year cycle found in European 
weather.” 

“Could these be different measurements 
of the same cycle?” asked Robert. 

“T don’t know. The references I have are 
too sketchy to pass judgement. All I know 
about the 8.85-year cycle is a reference to 
it by Dr. Ralph de Lury, Astronomer Royal 
of Canada. He said, ’A pre-glacial tree 
shows a wonderful 8.85-year cycle. In the 
case of the tidal influence the cycle was 


sero eal 
“What does that mean?” 
eden t knows.” 


A Weather Cycle 


“The last of the cycles I mentioned is 
the 8.67-year European weather cycle. It 
was discovered by D. Prunt in an elaborate 
analysis of rainfall, temperature, and 
atmospheric pressure in twelve European 
cities where records for at least a century 
are available. His results are quoted by 
Ellsworth Huntington in Mainsprings of 
Civilization. I quoted from Huntington in 
Cycles for December 1953. I’m sorry I can’t 
tell you more.” 

Vester tus too bad. said: Robert..-'It 
looks to me as if all this 8- to 9-year 
work ought to be done over so that we could 
know what these lengths really are and so 
that we could have comparative tables and 
charts showing strength, shape, and timing 


Gi @ inst heport tor sceetenber el 0562. ene 


for each length and each cycle just as you 
have for the 9.0-, 9.3-, and 9.6-year 
cycles.” 

“T fully agree with you. Maybe, by the 
time I write this postscript again we’]] 
have the money with which to do it.” 


Next Time 


“What’s up for our next meeting?” asked 
Robert. 

‘“‘T plan to devote it to the cycles about 
8 years long. They are important in the 
stock market, in cigarette production, in 
wheat production, in cotton prices, in 
barometric production, and in a number of 
other phenomena. I’11 summarize what we 
know about them, show you how they came out 
Since discovery, and let you see what they 
suggest for the future. 

“Fine!” said Robert. 
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Fig. 1 Curve A. The Modified Geisinger Industrial Production Indicator Curve. This 
curve is derived from certain fieures which are published monthly in the Survey of 
Current Business. It tends to turn about & months before the Federal Reserve Poard 
Index of Industrial Production. 

Curve E. The Federal Reserve Poard Index of Industrial Production adjusted for 
seasonal variation and smoothed by a 3-month moving average. The valve for the 
latest available month is shown by a dot. (| 

Curve C. This curve 1s the “Modified Geisinger Industrial Production Indicator | 
Curve advanced by 8 months. This process projects part of the curve into the future. 
If the relationships of the past continue, the projection gives some hint of what 


may happen to the Federal 3eserve Poard Index of Industrial Production (Curve B). 
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THE FORECAST 


Since I wrote you last, the preliminary figure of the Federal Reserve Board Index 
of Industrial Production for June has become available. It is 141. This makes the aver - 
age for the first half of the year 142.17. Last February my guess for the lst half of 
1956 was 142. I hope my February guess for the 2nd half of 1956 (135) is as good, but 
it isn’t likely to be. A bull’s eye 10 months in advance and twice in succession is too 
much to hope for. 

The Modified Geisinger Indicator of Industrial Production for March 1956, (November 
1956 when projected) is -2.84, down a trifle from the value of -2.10 for February 1956 
(October 1956 when projected. ) 

From the figures already in I can tell that the Indicator will rise for April 1956 
(December 1956 when projected) but I cannot yet tell how much. It rather looks as if it 
were bottoming out for next fall, doesn’t it? Of course no one knows for sure, but I 
think that I’d be wise to raise last February’s guess for 2nd half 1956 from 135 to 137, 
which I hereby do. 

July 30, 1956 ER. D. 
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“When everybody thinks af 
Everyone is likely to be wrong! vw 


How CONTRARY OPINION may 


keep you from guessing wrong 


CONTRARY OPINION is the voice that said “NO” to forecasts of a postwar 
business depression. You know what happened every time—business BOOM, not 
the business bust that “everybody” was looking for. It certainly paid to be contrary! 

What do you think will happen now? ... A slump, finally, now that it is 
NOT expected? Neill Letters of Contrary Opinion will make your forecasts and 
conclusions more reliable by examining both sides of economic questions. These 
bi-weekly surveys and analyses of business, economic, and political trends add 
a new dimension to your thinking. They alert you to sudden changes in trends 
brought about by human reaction to them in the mass. They guide you further 
along the road to decision by giving you ahead of time the contrary viewpoints 
that keep you from being influenced — often unconsciously influenced — by the 
cumulative pressures of “what everybody thinks.” 


Try CONTRARY OPIN- 
IGN for 20 weeks (10 Let- 
ters) at only $7.50. Intro- 
ductory — subscription 
brings you important con- 
trary analyses of “Every- 
body’s” predictions (which 
may go wrong). 


@ Humpnrey B. Net’s bi-weekly Letters of Contrary 
Opinion have excited feature comment in Life, N.Y. Times, 
Journal of Commerce, and many other newspapers and Sery- 
ices. Neill Letters circulate widely to executives, business 
management, and in financial circles. You should know 
about them. Send $7.50 now for 20-week (10-Letter) trial 
subscription (regularly $26 yearly), plus FREE 136-page 
book “The Art of Contrary Thinking.” (No investment or 
market advice offered.) 
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